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This report contains certain 
forward-looking information. 
Please see page 19 for 


further explanation. 
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Corporate Information 


Company Profile 


From a small foundry making coal and wood stoves in 
1901, Wescast Industries Inc. has grown into the single 


largest independent manufacturer of exhaust manifolds 


POGeCanksmanasirgme trucks in, the world. The Company 1s 


a Tier 1 supplier to North American automotive Original 
Equipment Manufacturers (OEMs). Working closely with 
customers through all phases of production — from design 
and ter ope through prototype introduction: to 
thin-wall casting and machining of manifolds — Wescast 
has established a strong reputation for efficient, 
high-quality, technologically advanced operations. 

The Company ranks among the leading auto parts makers 

in Canada and employs approximately 1,300 people in five 


plants across Southwestern Ontario. 


Wescast lists and trades Class A shares on the Toronto 
Stock Exchange in Canada (WCS.A) and The Nasdaq Stock 


Market, Ines inethe United States (WCSTF). 
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Eimaneral Highlights 


Five Year Summary 


(thousands of dollars except per share data/all dollar figures are in Canadian dollars) 


For the fiscal year ended 1997 


Sales 

Operating earnings 

Net earnings 

Basic net earnings per common share 
Return on average equity 


Common shares outstanding 


L 


Total assets 
Working capital 


Current ratio 


Cash and short term investments 


Property and equipment — net 


Long-term debt 
Shareholders’ equity 


Return on average assets 


-——————__—_—— 
Capital expenditures 


Depreciation and amortization 


Market performance : High 


: Low 


Number of employees 


WES CAS: 7 


ILHDUSTRIES 


1996 


WTA 
45,012 
28,361 

2.63 
25% 
12,870 


188,899 
ber SOr, 
sie al 


35,863 
101,952 


4,771 
152,688 
18% 


INE y 


1995 


GTR Z99 
28,170 
WS 

1.65 
28% 
10,741 


125,807 
16,318 
Pal 


45,060 
YOO 


1994 1993 


93,708 
12,120 
6,132 
0.73 
85% 
10,741 


Otaruerly Results of Operations 


(thousands of dollars except per share data/all dollar figures are in Canadian dollars) 


First Quarter Second Quarter Third Quarter Fourth Quarter 


1996 IS, 1996 1997 1996 1997 1996 


Sales $ 56,176 $ 46,210 $ 59,395 $ 50,439 Seozoles > 45,370 $ 61,746 $ 55,698 
Se : = { 
Gross margin 19,720 14,002 217353 15,488 Sell 7-530 14,235 18,365 16,239 


Operating earnings 14,508 10,034 15,709 eZ 2a 12,794 S738 15,468 1399) 
Net earnings 9,414 6,242 10,355 7,000 8,458 6,081 Walle y/ 9,038 
Earnings per share $ Oye Ts 0.58 jes .80 0.65 0.65 $ 0.57 $ O:s5a5 $ 0.83 


Sales Net Earnings Earnings Per Share 


(millions) (millions) (dollars) 
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Charla -S Report 


It is my pleasure to congratulate all those associated with Wescast 


for another successful year! Through all the challenges of 1997, 


we were able to maintain our momentum of exceptional growth. As a 


result of the combined efforts of a strong group of employees, we were 


able to meet and even exceed our performance targets from last year. 


Richard W. LeVan 
Chairman & 


Chief Executive Officer 


1997 Highlights 


Once again, we improved our market share and set records for production, sales and earnings. 
Special celebrations were held in all our facilities in December when we surpassed our previous 
records and produced our ten millionth manifold. Our sales and earnings rose by 16% and 39% 


respectively. And overall, our North American market share increased to 41%. 


Our improvement in market share can largely be attributed to increased sales with all three major 
customers. And as predicted, we were able to sustain our momentum in growing our machining 
business. The total number of manifolds machined (5.1 million) rose to almost half of those we 
cast (10.3 million). We also increased the production of higher value SiMo iron manifolds in 1997 
to 70% of our total manifolds produced from 62% in 1996. 


Wescast continues to establish a reputation for consistent and predictable earnings. In 1997 there 
were few surprises as the Company’s sales and revenues generated fully diluted earnings per share of 
$2.91. This represents a 15% increase since 1996. Return on equity was 23%. Return on assets was 
19%, and return on sales amounted to 17%. Looking back over the last five years, we have seen a 
compound annual growth rate of 72% in net earnings. We are all very proud of this achievement. 
Wescast stands ready to take full advantage of future opportunities, with a sound balance sheet and 


significant cash reserves of $60 million. 


Throughout 1997 Wescast responded to the many challenges put to us by our customers. Continuous 
improvement in quality, service and price is mandated in the automotive supply business. Steady 
reduction in parts per million defectives at our customer plants, price reduction through design and 
innovation in spite of inflationary pressures, and on time delivery and shorter cycle times were all 
achieved in 1997. | believe that it is the strength of our participative management system together 


with our commitment to customer service that drives our success. 


Wescast has been honoured with quality, customer and community awards too. In fact, in 1997 we 
added our Brantford foundry to the list of plants with Ford’s Q1 status. This accomplishment is 
particularly worth noting, since this facility has undergone enormous changes over the past few years 
as it added new personnel and ramped up capacity. In 1997 Wescast was honoured again with the 
GM “Supplier of the Year” award for 1996. We are one of only 24 companies worldwide who received 


the award for the fourth consecutive year. 


Challenges ahead 


Since 1961 our Company has grown at a compound annual growth rate of 29%. We want to see 
this level of growth continue but not just for the sake of growth. We have looked at a number of 
acquisition possiblities in our industry and have found that these opportunities currently do not fit 
our needs in terms of value, cost or culture. We believe our ability to build state-of-the-art casting 
plants to meet additional market needs will be our sustainable competitive advantage and will build 
on our core competencies. Our immediate challenge will center on building upon our current 


strengths — people, customer relations and manufacturing technology. 


One of the statements in our “Mandate” says “we must attract and retain the best employees for 
every task.” As the Company continues to grow, the need for skills development, new skills and 
continuous focused learning becomes more and more strategic. We must be careful not to rob from 
tomorrow to support today. We must not let our short-term greed overcome our long-term need. 

To this end Wescast is investing and will continue to invest in creating, acquiring, developing and 
retaining tomorrows leaders and other team members. If we continue to have the right people for 


every task, the results will automatically happen. 


It is important for us to remain proactive in understanding our customers’ needs. We need to be able 
to respond with solutions as stricter environmental legislation and increased competition threaten our 
customers. As a full-service supplier, Wescast’s ability to work closely with our customers, through 
design to manufacturing of the product, provides for a better opportunity to find these solutions 


whether they involve cost reduction, quality improvements or reduced delivery cycles. 


As Chairman of the Board, | continue to devote considerable time and attention to the search for the 
right person to succeed me as Chief Executive Officer. We have a young, ambitious, hard working and 


effective senior management team and it is very important that we find the appropriate leader. 


The composition of your Board continued to evolve throughout last year. Larry Tapp, Dean of The 
Richard lvey School of Business in London, Ontario joined us in 1997. He brings valuable experience 
in international strategic management and corporate governance. We will introduce another new 
appointment, Dwane Baumgardner, Chairman and CEO, Donnelly Corporation, at our next annual 
meeting. Baumgardner’s years of global automotive experience will complement our current 


Board composition. 


Donald S. Mills Q.C., Senior Partner, Mills & Mills, had served on the Board for 19 years when he 
retired last year. Throughout, his tenure, Mills made a very significant contribution to the evolution 
of what was once known as Western Foundry Company Limited. | thank him for his dedication and 


diligence over the years. 


| would like to welcome new investors to our team and thank those that have continued to support 
us since our initial public offering. We plan to continue to provide you with above average returns in 
the years to come. As one who believes in building sustainable value, | know we have a solid 


foundation for the continued success of Wescast. 


‘ 


Richard W. LeVan 


Chairman & Chief Executive Officer 
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ERS NEED SUPPLIERS WHO WILL WORK WITH THEM MORE 
THAN EVER BEFORE TO DRIVE DOWN COSTS, IMPROVE 
\ND PROVIDE BETTER SERVICE. — 


oa 


STRENGTH EN CUSTOMER RELATIONS 


Working with customers has always been a key to our success. Wescast anticipates challenges, solicits 
feedback, and responds to requests. Yet in a highly competitive market, customers need suppliers who 
will work with them more closely than ever before to drive down costs, improve quality, and provide better 


service. In 1997 Wescast made special efforts to secure its relationship with customers. 


Cost Responsiveness 


In 1997 Wescast continued to focus on finding solutions to enhance our customers’ competitiveness. 

The Company found efficiency improvements throughout the organization to meet customer-driven cost 
reduction targets. Often customers were directly involved in the process to help meet these challenging 
targets. Wescast used a team approach to problem solving. For example, members from specific product 
focus teams worked together on a regular basis to solve quality and cost issues. In some cases the teams 
found alternative materials or processes. In other cases the elimination of the non value-added steps such 
as grinding helped to reduce costs. Team members recognized that continuous improvement in efficiency 


and cost reduction is an ongoing goal. 


Wescast launched 


several new programs 
in 1997, including 
ne SoA/Sio5I Wseal 

in Chrysler’s 
Intrepid, Concorde 


and LHS vehicles. 


Enhanced Quality 


Wescast teams are charged with the responsibility of constantly improving quality. In today’s 

increasingly competitive market, suppliers such as Wescast will not survive without reducing waste and 
eliminating defective parts. Quality is often measured by the number of parts per million (PPM) defective 
in the manifold business. Throughout 1997, progress was made to reduce the PPM defectives in both 
casting and machining of manifolds. In fact, the Strathroy facility achieved a rating of zero PPMs and the 
Wingham machining facility celebrated two years of defect-free parts on two of its lines. The corporate 
quality leadership team continues to focus on standardizing tools and systems such as QS-9000 


throughout all Wescast facilities. 


In 1997, the concentrated effort to enhance quality paid dividends for Wescast. Opportunities to 


_. quote on new business increased, and we received awards recognizing quality. Examples of these 


include General Motor’s Certificate of Excellence awarded to two facilities (Brantford and Strathroy) for 
extraordinary quality improvement and performance. Ford’s Q1 quality flag was added to the collection 
of quality flags at Brantford’s facility in 1997, and of course members of Wescast are extremely proud 
to have received the GM “Supplier of the Year” award for the fourth consecutive year. These awards attest 


to Wescast’s commitment not only to quality but also to delivery and service. 


Provide Better Service 


In 1997, Wescast realized it must be more flexible and reliable than ever. Although schedules and 
customer requirements changed constantly, we maintained an almost flawless record through the ramp-up 
of several new manifold programs at all locations. One program in particular, Chrysler’s LH vehicle, 


was the fastest program Chrysler ever launched. Wescast successfully met every target date. 


One of the challenges of effective production control involves better inventory management. The 
production control team worked hard throughout 1997 to implement a pull-system of delivery. Utilizing 
continuous material-flow improvements such as “kan-ban” and schedule attainment measurables, 


Wescast is better able to respond to customer needs. 


MANUFACTURING AND DESIGN EXPERTISE 


Wescast manufactures highly cored thin-walled castings in ductile iron and steel. The Company’s 
capabilities also extend to design and machining. The ability to provide full service for the customer 
can be a significant competitive advantage. It helps control costs as well as quality and enhances 


product performance capabilities. 


Manufacturing efficiencies 


Surpassing production records for casting and machining were among our most significant 
accomplishments for 1997. Wescast produced 10.3 million castings, a 15% increase since 1996. 
The number of castings that were machined jumped from 45% to nearly 50% — an increase all the 
more impressive given the substantial rise in the total number of castings produced. Wescast also 


achieved a production record for its second product line, stainless steel pump casings. 


At Wescast reducing costs and improving productivity is a relentless pursuit. In 1997 scrap rates were 
reduced by more than 33% in some plants. Other plants met their targets by reducing customer returns 
and PPM defectives. These improvements were even more exciting considering that the plants were also 
very busy ramping up capacity for production of Chrysler’s 2.7L, 3.2/3.5L programs; Fords’s 2.0L, 2.5L 
and 4.0L programs; and GM's 2.2L car and truck programs. 
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Early prototyping for General Motors’ Gen III program began in 1997. The Gen III is a new pickup truck 
program and includes the highest volume new engine program in the world. Wescast will invest over 

35 million dollars to gear up for production and machining of the exhaust manifold for the program 
which is expected to increase our market share by approximately ten percent once full volumes are 
underway. Phase | production begins in July of 1998 and phase || production is expected to begin the 


following summer. 


Wescast continues to improve its ability to apply the most up-to-date technology to improve cycle times 

in all of its manufacturing facilities. The Company is proficient at equipping plants with the latest technology 
and at building new state-of-the-art facilities. In 1997 the Company brought added flexibility to some of 

the machining processes by installing CNC machines. Wescast will also achieve lower cycle times and 
increase safety with the installation of robotics. The Magalloy division began construction on a 50,000 


square foot casting facility to serve as a new home for the stainless steel castings operation in Stratford. 


Enhancing design capabiim mires 


Employees at Wescast have always worked closely with our customers to influence the design of our 
exhaust manifolds. In 1997 this service was extended to provide greater design capabilities internally. 
The design team can now take product and design initiatives to the customer, rather than waiting for 
customers to come to us. The addition of an in-house design centre enhances and utilizes the team’s 
product expertise and opens more possibilities for adding value sooner. Wescast can now offer customers 


a full range of services and pursue new programs proactively. 


1997 was the first year in an aggressive five-year plan to transfer all of the design responsibility from the 


customer to Wescast. The Company has now invested over one million dollars to acquire computer-aided 


design (CAD) technology and specialized staff to support our three largest customers. With the help of new 


high-end engineering workstations and software such as Magmasoft and CATIA, Wescast design engineers 


The Company has now 


will be able to significantly shorten product development times. 
invested over one 
million dollars to De Saciiy fOr nent ocean wena 


acquire computer-aided ; : a, oe os ’ : 
Being a full-service supplier gives Wescast additional advantages too. The design and manufacturing 


design (CAD) technology engineers can help to lower costs by designing improvements into the manufacturing process itself. 

and specialized staff In 1997, for example, designers were able to reconfigure a mould pattern to increase the number of: 

to support our three impressions per pattern by altering the gating system on a part. This improvement in pattern density 

allows us to produce more parts per moulding hour. A similar example of efficiency improvements resulted 

largest customers. : ? P . ead ae eho 
when designers were able to simulate the solidification process to identify opportunities for improvements 


in mould yield. 


CUR. PROP IGE VAGUE S 
Strength in HEART 


Ultimately, the success of any company depends on the skill, commitment and participation of its 
employees. Wescast has its own unique system for management known throughout the organization as 
HEART (Helping Everyone Achieve Rewards Together). This Scanlon-based participative management 


system has been an indispensable ingredient in the success of Wescast over the last decade. 


At its roots, the HEART plan is a system for personal, professional and organizational development. 
It centers on a set of four key principles for the management of an organization. Driven by the people 


that subscribe to it, the plan aims at encouraging greater productivity and development. 
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BEAR LET YO TOR ROVE e FULL SERVICE CAN BE A SIGNIFICANT 
COMPETITIVE ADVANTAGE IN CONTROLLING COSTS AND QUALITY 


AND IN ENHANCING PRODUCT PERFORMANCE. 


Tooling is used on a core-making 
machine to form the hollow part 
of the casting. This is one of the 
early stages in the production 


of an exhaust manifold. 


At one of the final stages in the 
machining process, heat shields and 


other value-added parts are assembled 


to the exhaust manifold. The parts 


are statistically audited for quality 


before delivery to the customer. 


THIS PARTICIPATIVE MANAGEMENT SYSTEM HAS BEEN AN 


INDISPENSABLE INGREDIENT IN THE SUCCESS OF WESCAST 
OVER He LAST DECADE. 


Hf A fas 


At the foundation of HEART are four basic principles: 


Employee 


. Identity — ensures that everyone understands 3. Competence — evolves through continuous 
Wescast’s customers and their needs. Each improvement. At Wescast, it is a constant corporate 
employee must learn to recognize the role he goal to enhance everyone's proficiency throughout 


Hel pi ng Eve ryone or she can play in satisfying the needs of all the operation; 


Wescast’s customers; 


Ac h j eve Rewa rd S 4. Equity — ensures that Wescast balances the needs 


2. Participation — provides a chance for all employees of all stakeholders (customers, employees and 
Toget h er to contribute to the decision-making process; investors) so no one stakeholder benefits at 


another’s expense. 


The Scanlon philosophy is based on achieving trust — throughout the organization — through constant 
communication and team-based leadership. In 1997 it is estimated that Wescast had over 100 teams 
ranging from work teams (eg. coremaking teams) to task-related ad hoc teams (eg. teams for 
integrating accounting, purchasing and information systems) to cross-functional teams, (eg. teams 


ensuring the fairness of HEART for all employees). 


Employees can see additional benefits from the HEART philosophy too. Besides gaining the intrinsic 
satisfaction of being challenged, motivated and better able to perform at one’s job, employees are 
also eligible for profit and gain-sharing bonuses. For the past year, Wescast employees have earned 
an average of $3,800 in profit-sharing benefits and up to $1,400 in gain sharing. The gain-sharing 
bonuses are based on specific plant targets — such as product scrap rates, safety statistics, schedule 
attainment, quality defects, supplies and labour-usage — which can ultimately affect the Company’s 


bottom line. 


Wescast now has over 1,300 employees working out of three casting and two machining operations 
situated throughout Southwestern Ontario. As Wescast continues to grow, so does HEART. Individually, 
it is up to each of the facilities to determine if it wishes to participate in the program and so each 
plan is slightly different from the other. In early 1997, the Strathroy employees voted in their own 
HEART plan by an overwhelming 99%. Plans are already under way in 1998 for renewals of other 
HEART plans in Wingham and Brantford. Renewals are necessary to ensure the ongoing education 


and focus of all employees in the HEART system. 


Attracting & Retaining the Best 


Wescast constantly strives to provide superior working conditions and competitive benefits for 

its employees. But with a program such as HEART, Wescast can go even further. At Wescast attracting 
and retaining good employees means offering opportunities to participate in decision-making. It also 
means helping employees achieve job satisfaction by placing them on empowered teams and by 


offering opportunities to learn new skills. 


Strengthening our learning programs remains an important aim. Progress continued in 1997. Our 
People Development Focus Team launched a comprehensive skills assessment. Skills and competency 
profiles are being compiled to identify the training and learning needs of employees and ensure that 
workers with the right skills are working in the right places. The team also began evaluating all current 
training practices and processes, investigating ways of making more training time available to workers, 
and developing a mechanism for assessing improvements to technical competency. Other initiatives 
arising in 1998 include formulating a Leadership Development Program, improving our Education 


Assistance policy, and defining clear orientation needs. 


Building employee commitment and encouraging participation are key to the success of Wescast. 

In the past five years the number of employees has grown from about 600 to over 1,300, and so 
improving communications between all levels of the organization has become much more difficult yet 
much more important. Monthly presentations such as Business Information Meetings are conducted 
for all shifts at each plant. Employees are updated on current business issues and are given 
opportunities to ask questions. The information systems team has been developing an internal 
company Intranet, which provides a means for employees to share information among themselves, 
with their work teams or even with the entire organization. Formal structures for consulting employees 
more effectively such as the “W process” have contributed to better communication throughout 
Wescast. Feedback from a cross section of teams helps Wescast to develop new measures and 


performance targets on important initiatives. 
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Castings Sold 
Actual & Projected (thousands) 


SiMo Penetration Castings Machined 
Actual & Projected (percentage of manifolds) Actual & Projected (thousands) 


SOLIDIFY ING OUR, SER Are Gy 


Members of the Wescast team meet regularly with established customers to discuss industry trends, 
changes in the marketplace and the evolving needs of automakers. During a series of extended visits, 
Wescast’s management team specifically invited current customers to contribute to strategic planning 
and direction of the Company. This initiative confirmed the direction we are taking to provide solutions 


for our customers. These include: 

better full-service and design solutions, 

the development of new systems strategies using our technical expertise, 
the flexibility to expand our capacity, 

the development of strategies for capturing new and non-domestic business, 


plans for pursuing joint ventures with companies owned by members of minority groups. 


Full-Service 


Throughout the past year, quality teams have succeeded in maintaining the QS9000/ISO9002 standards 
we achieved in 1996. In early 1998 Wescast was certified as QS9000/ISO9001 as we added in-house 
design capabilities to our list of services. Over the next few years we expect this side of the business to 
grow at even faster rates. Investments in sophisticated computer software and modeling capabilities, . 
technical personnel and possibly even in-house testing and research facilities will evolve in the years to 


come to enhance this full-service capability. 
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WESCAST TEAM MEMBERS MEET REGULARLY WITH ESTABLISHED 
CUSTOMERS TO DISCUSS INDUSTRY TRENDS, CHANGES ie 
MARKETPLACE, AND THE EVOLVING NEEDS OF AUTOMAKERS. 


During the machining 


process parts are cooled, 


washed and lubricated 


with a cutting fluid. 


ere NaN MEAS See: 


Carbide inserts on a milling 
cutter must be adjusted to 
ensure the cutter is properly 
aligned in preparation for 


the machining operation. 


With the help of 
hydraulic clamping, 
up to six parts can 


be machined at once. 


Wherever economically 


possible, robots are 
used to reduce the cost 


of material handling. 


New Systems Strategies 


As a result of price competition, automakers have been aggressively seeking lower-cost structures. 
This presents research and development opportunities for Wescast to strive for new and improved 
ways to solve problems. In the manifold business this may mean searching for other processes, 
materials or a consolidated system of products that can provide more affordable alternatives for 


our customers. 


A good example of this pursuit of low-cost solutions is our research with cast stainless steel mani- 
folds. Traditionally, these high-end manifolds are produced using an expensive fabricated process. 
Wescast is working hard to develop a cast manifold using its licensed technology, a process which 


should provide a more robust and affordable solution for the customer. 


In response to industry pressures to reduce cost and improve design, Wescast also began 
developmental work on incorporating the manifold and catalytic converter into a single welded 
component. After extensive consultations the design team identified welding stainless steel catalytic 
converters to cast SiMo iron manifolds as a significant opportunity to create an overall lower-cost 
solution. Wescast engineers are now working together with our customers to create test samples 
incorporating this new process. In the years to come, opportunities to supplement the Company’s 
current business rest in working with automakers to develop and manufacture a range of such | 


value-added product solutions. 


Expand Capacity 


Wescast must be prepared to meet the demanding needs of the automotive marketplace. 
Understanding that need is one thing, but being able to respond in a timely manner is another. 
The Company is experienced in starting up dedicated casting and machining facilities to take 
advantage of new incoming business. Furthermore, a strong balance sheet to fund such ventures 


allows Wescast the flexibility to build capacity on an as-needed basis. 


New Market Opportunities 


In the past Wescast has typically done little to pursue business with the new North American 
domestic producers and in the non-domestic automotive market. Until recently, the Company has 
focused on supporting only the capacity needs of the Big Three North American automakers. 
Our plans call for a more aggressive approach to these opportunities by leveraging our design and 


manufacturing capabilities and pursuing more effective sales and marketing. 


MInOri ty Souci 


In a move independently supported by GM, Ford and Chrysler, Wescast announced in early 1998 its 
first joint venture (JV) with Uni Boring Inc., a quality machining company. Once this JV is certified 
as a Minority Business Enterprise, Wescast expects that the new company will strengthen and secure 


Wescast’s dominant position as North America’s largest producer of exhaust manifolds. 
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Environmental Report 


The Company continues to be subject to, and is required from time to time to take action at its 
facilities to comply with, increasingly stringent Canadian, provincial and municipal laws and 
regulations relating to pollution control and protection of the environment. These laws and 
regulations address the generation, collection, storage, treatment, transportation and disposal of 
solid and hazardous waste; the use of lands and facilities for such purposes; and the release of 


hazardous substances into the environment. 


~The Environmental Team primarily focused-its efforts on internal and external air quality and 
ventilation at all manufacturing facilities as well as the efficient disposal of non-hazardous waste 
at onsite and offsite licensed landfills. The Team also monitors efforts to improve the internal 
environment and recommends engineering, mechanical or procedural changes resulting from 


continual emission monitoring studies. 


Although the Company successfully recycles about 100% of its spent sand and refractory materials, 
a proposal to expand an existing foundry landfill site has been initiated and will continue in 1998. 
The current site is presently used for the disposal and storage of process wastes. The proposed 


expansion will allow the use of the site by current and future Wescast owned and operated facilities. 


In order to comply with or exceed Ministry of the Environment and Energy guidelines, in 1997 
Wescast devoted approximately 13% of its capital expenses to improving the internal and external 
environment of our facilities. The development and ongoing improvement of Wescast’s detailed 
environmental management system as mandated by our Corporate Green Plan will be an important 
focus in 1998. 


Wescast continues its strong commitment to the environmental protection of the communities 
within which it operates as well as its dedication to providing a safe and healthy environment for 


its employees. 
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Manadement Ss Discussion and Analysis of results of 


G@perabions and financial condition 


Results of operations 


The following table sets forth for the periods indicated certain items from the Company’s statement of 
earnings expressed as a percentage of sales, and it also shows the percentage change of each such 


item from that in the indicated previous year. 


Statement of Earnings Highlights 


(thousands of dollars except per share data/all dollar figures are in Canadian dollars) 


% Change % Change 


% of % of % of 1997 . 1996 
Fiscal Year Ended 1997 Sales 1996 Sales 1995 Sales to 1996 to 1995 
ae es 
Sales Si Oia, 100.0% $ 167,299 100.0% 


Cost of sales SOS 69.7 129,373 dS 


18.2% 
625) 
58.1 
53ks 


Gross margin 


Selling and administration 


Operating earnings Coa 28,170 16.9 59.8 
Interest expense 1,438 ORZ 786 0.5 83.0 
Other (income) expense (630) (0.3) (271) (0.1) 13255 
Earnings before income taxes 44,204 LDS 27,655 16.5 59.8 
Income taxes 15,843 8.0 9,932 5.9 59.5 
Net earnings $ 28,361 14.3% IW 728 10.6% 60.0% 


RESUMES. Of ODE Ro UrOnS... oo or lOO 


Sales: Sales increased by 16.1% and exhaust manifolds sold increased by 14.6%, from 9.0 million to 
10.3 million units, reflecting increased market penetration and increased sales of higher value-added 
parts. Manifolds internally machined increased 25.9%, and SiMo iron parts increased from 62.2% to 


70.4% of total manifolds produced. Tooling, prototype and pump sales were similar to 1996 levels. 


Cost of Sales: As a percentage of sales, cost of sales decreased from 69.7% to 66.5%, reflecting 
increased manufacturing efficiencies and higher sales levels covering fixed overhead costs. These 
improvements offset increased depreciation and amortization charges of $17.1 million or 7.5% of 
sales in fiscal year 1997 compared to $12.1 million or 6.1% of sales in fiscal year 1996. These 

charges result from the Company’s continued investment in capital equipment and the write-off of 
goodwill from the Magalloy acquisition. 
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Selling and Administration: Selling and administration expenses increased $3.5 million to 8.1% of 
net sales from 7.6% in 1996. Increased staffing to support present and future growth as well as a 


strong commitment to in-house design capabilities accounted for this change. 


Other (Income) Expense: Other income increased $4.2 million in 1997, owing to increased interest 
income and a foreign exchange translation gain arising from the translation of working capital 
denominated in U.S. dollars to Canadian dollars. In December 1996, the Company repaid all its 
long-term debt except for its capital leases and convertible debenture. The debenture was converted 
to Class A common shares in January 1997. As a result, interest expense decreased $1.3 million 

in 1997. 


Income Taxes: The effective income tax rate for 1997 rose to 37.7% compared to 35.8% in 1996 


because of a reassessment of prior year taxes by Revenue Canada. 


Net Earnings: Net earnings increased by 38.8%, reflecting the higher sales level, improved 


manufacturing efficiencies, reduced interest expense, and additional interest income. 


ReSUIUS On ODeChauhons., L996 To 1995 


Sales: Sales increased by 18.2% and exhaust manifolds sold increased by 10.3%, from 8.2 million to 
9.0 million units, reflecting increased market penetration and increased sales of higher value-added 
SiMo iron parts. Tooling and prototype sales declined by 47.7% from 1995's level of $28.4 million 

to $14.9 million in 1996 due to fewer product launches. Pump sales increased from 1995’s level of 
$1.3 million (from date of acquisition in October) to $5.4 million in 1996. 


Cost of Sales: As a percentage of sales, cost of sales decreased from 77.3% to 69.7%, reflecting 
improvements in plant productivity specifically at the Wingham casting and machining facilities. 
These improvements offset increased depreciation and amortization of $12.1 million or 6.1% of sales 
in fiscal year 1996 compared to $7.6 million or 4.5% of sales in fiscal year 1995. These charges 


result from the Company’s continued high level of investment in capital equipment. 


Selling and Administration: Selling and administration expenses increased approximately $5.2 million, 
as a result of increased staffing requirements and operating costs resulting from the Company’s 


significant growth. 


Other (Income) Expense: Interest costs increased $0.6 million in 1996 owing to less interest being 
capitalized as part of the capital expansion program ($0.7 million as compared to $1.2 million in 
1995). Other income increased $0.4 million in 1996, due to a foreign exchange translation gain 


which arose from the translation of working capital denominated in U.S. dollars to Canadian dollars. 
Income Taxes: The effective income tax rate for 1996 was 35.8%, compared to 35.9% in 1995. 


Net Earnings: Net earnings increased by 60.0% reflecting the increased sales level and increased 


plant efficiencies. 
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The Company’s financial condition throughout the periods presented has remained very strong. 


Shareholder's Equity 
The current ratio grew from 3:1 at the end of 1996 to 4:1 at the end of 1997 as a result of strong 


(millions) 


cash flow throughout the year. 


Management considers the Company’s working capital of approximately $84.5 million together with 
internally generated cash flow and the Company’s operating lines of credit of $30.0 million Canadian 


or U.S. dollars, to be sufficient to cover anticipated cash needs for the foreseeable future. 


Year 2000 


The Company is aware of the issues associated with the programming code in existing computer 
systems as the year 2000 approaches. Management has initiated an enterprise-wide program to 
prepare the Company’s computer systems and applications for the year 2000. A cross functional 
team has been formed that will be responsible for identifying and monitoring the year 2000 issues. 


In 1997, the information systems department completed an initial review and identified that: 
(a) our new computer accounting system that is currently being installed is year 2000 compliant; 
(b) our desktop software and computers will be updated and compliant by the year 2000; 


(c) any legacy computer systems have been modified to year 2000 compliance; 


wy ot Wy 3 Oy (d) our telephone system is not year 2000 compliant and will be upgraded in 1998; and 
(e) shop floor computer systems will be updated to year 2000 compliance by December, 1998. 


It is estimated that year 2000 compliance will cost the Company up to $600 thousand in addition to 


the internal resources dedicated to the project. 


‘ ; In addition we have communicated with our key suppliers, banks, transfer agent, public utilities, 
Capital Expenditures 


Taiilions payroll service provider and customers about their year 2000 compliance and have asked for 


confirmation of their action plan for any transactions with our Company. This new cross functional 


team will be responsible for monitoring their compliance. 


bir letpom,enanging prices snd: other 


As noted in the financial statements, the Company derives a substantial portion of its revenue from 
the United States in U.S. dollars. The Company minimizes the net foreign currency exposure in 
contracts by entering into forward exchange contracts. The Company’s policy is not to speculate 


on exchange rates. 


Substantially all the Company sales are to Ford, GM or Chrysler or their Tier 1 suppliers. The loss of 
any of these customers or the delay or cancellation of any orders or production projects at any such 


customer could have a material adverse effect on the financial condition of the Company. 


Even though the Company expects the overall automotive market to remain fairly flat, the Company 
anticipates that its sales revenue will continue to grow in 1998 due to improved manifold market 
share and additional value added to the manifold. The additional value added resuits from an 


increasing percentage of internal machining and the continued trend to a higher percentage of 


manifolds produced in SiMo ductile iron. 
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Operating Earnings 
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Cash Flow - Operations 


(millions) 
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In order to support new business coming on stream over the next two years, the Company expects 

to continue the capital expansion program by investing heavily to acquire new machinery for the new 
machining programs, to increase capacity for casting programs by building a new facility, to maintain 
existing equipment, to meet evolving environmental laws, and to complete the new facility started in 


1997 to manufacture pump components. 


A Note About Forward-Looking Information: This report contains forward-looking statements including 
those in the Chairman’s Report, the Management’s Discussion and Analysis and elsewhere, within the 
meaning of Section 21E of the Securities Exchange Act of 1934, as amended. In connection with 
forward-looking statements made by or on behalf of the Company, persons should carefully review the 
factors set forth below and in the Company’s other documents filed with the U.S. Securities and 
Exchange Commission (SEC). Actual results could differ materially from those projected in the 


forward-looking statements as a result of a number of factors, including: 


(a) The Company is primarily dependent on one class of products; i.e., the potential for heightened 
competition, including the intensification of price competition, the entry of new competitors and the 


introduction by competitors of new manufacturing techniques or types of manifolds; 


(b) The Company is dependent upon three customers; i.e., the potential of less than projected sales 
(based on third party industry forecasts) by GM, Ford and Chrysler of car models for which the 


Company supplies the exhaust manifolds; 


(c) Adverse Government regulations, including U.S. Corporate Average Fuel Economy standards or 


emissions regulations and Canadian federal, provincial and local environmental laws and regulations; 
(d) Increased pressure from OEMs to reduce prices; 
(e) Change in automotive industry characteristics; 


(f) Increase in the price of raw materials upon which the Company is dependent, including steel 


and electricity; and 


(g) Failure to integrate adequately expanded capacity or acquired businesses and other risks 


associated with the Company’s continuing expansion. 


More detailed cautionary statements identifying factors which could affect forward-looking statements 
by the Company are contained in the Company’s Form 20-F filed with the SEC. 
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Statement on Corporate Governance 


i 


The Corporate Governance Committee made significant progress during the past year with a view to 


ensuring that relevant corporate governance issues were identified and dealt with appropriately. 


The committee is comprised of Board members P. Kenny, W. Greenwood, E. Frackowiak and L. Tapp 


with Mr. Tapp acting as Chair. As well, R.W. LeVan continues to be an ex-officio member. 


The Board’s work over the past year included the preparation of a corporate governance manual, 
a review and assessment of the Board’s work and composition, participation in a review and 
assessment of the Chairman and C.E.O. and providing guidance to the C.E.O. Search Committee 
and other committees. 


The committee feels that the preparation and completion of a corporate governance manual Is an 
important milestone to ensuring that the Board provides good stewardship to the Company and its 
shareholders. The work done in this regard was the catalyst for a Board assessment which was also 
conducted during the course of the year. This assessment identified particular attributes which 
would further complement the composition of the Board in its recruitment of new Board members 


as vacancies occur. 


The committee is pleased to have nominated Dwane Baumgardner, Chairman and C.E.O. of 
Donnelly Corporation, to the Board to fill the vacancy caused by the resignation of D.S. Mills, Q.C. 
Mr. Baumgardner’s experience with an international manufacturing corporation in the automotive 


parts sector will be especially welcome and the committee recommends him for election. 


The committee continues to monitor the ongoing search for a new Chief Pocus Officer of the 
Company. The search committee, comprised of members of the Board and representatives of the 
senior management team has been reconstituted over the past year and is working closely with a 
professional search consultant. The committee Is optimistic that an excellent candidate will be 
appointed to the position in 1998. 


During the course of the year, the human resources committee, taking direction from the corporate 
governance committee, also performed a formal assessment of the Board’s Chairman and current 
C.E.O. In addition, external guidance was obtained to ensure that the compensation structure for the 


C.E.0. and Board members continues to conform with good governance practices. 


Finally, the committee is pleased to report that all of the Board’s other committees, being the audit, 
executive and human resources (formerly compensation committee) are actively contributing to the 


good governance of the Company. 


( 20 ) NINE SIGUASU HE DINLGAteS RUD EMSieREAN eae 


The accompanying financial statements of Wescast Industries Inc. and all the information in this 


annual report are the responsibility of management and have been approved by the Board of Directors. 


The financial statements have been prepared by management in accordance with generally accepted 
accounting principles. When alternative accounting methods exist, management has chosen those it 
~ deems most appropriate in the circumstances. Financial statements are not precise since they include 


certain amounts based on estimates and judgments. 


Management has determined such amounts on a reasonable basis in order to ensure that the financial 
statements are presented fairly, in all material respects. Management has prepared the financial 
information presented elsewhere in the annual report and has ensured that it is consistent with that 


in the financial statements. 


Wescast Industries Inc. maintains high quality, consistent systems of internal accounting and 
administrative controls. Such systems are designed to provide reasonable assurance that the financial 
information is relevant, reliable and accurate and that the Company’s assets are appropriately 


accounted for and adequately safeguarded. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities for 
financial reporting and is ultimately responsible for reviewing and approving the financial statements. 


The Board is assisted in its responsibility by the Audit Committee and the external auditors. 


The Audit Committee is appointed by the Board, and a majority of its members are outside directors. 
The Committee meets periodically with management, as well as the external auditors, to discuss 
internal controls over the financial reporting process, auditing matters and financial reporting issues, 
to satisfy itself that each party is properly discharging its responsibilities, and to review the annual 


report, the financial statements and the external auditor’s report. 


The findings and recommendation of the Committee, as with all committees of the Board, are 
submitted to the full Board for approval or other disposition. The Committee also considers, for 
review by the Board and approval by the shareholders, the engagement or re-appointment of the 


external auditors. 


The annual financial statements have been audited by Grant Thornton, the external auditors, for the 
year ended December 28, 1997, in accordance with generally accepted auditing standards on behalf 


of the shareholders. Grant Thornton has full and free access to the Audit Committee. 


: | 7 Hodnut Sap 


Richard W. LeVan Nancy A. MacDonald Exel 
Chairman & Chief Executive Officer Vice President, Finance 
February 24, 1998 
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To the Shareholders of Wescast Industries Inc. 


We have audited the balance sheets of Wescast Industries Inc. as at December 28, 1997 and 
December 29, 1996 and the statements of earnings and retained earnings and changes in financial 
position for the 52 weeks ended December 28, 1997, December 29, 1996 and December 31, 1995. 
These financial statements are the responsibility of the Company’s management. Our responsibility is 


to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial 
position of the Company as at December 28, 1997 and December 29, 1996 and the results of its 
operations and the changes in its financial position for the 52 weeks ended December 28, 1997, 
December 29, 1996 and December 31, 1995 in accordance with generally accepted accounting 
principles in Canada. 


Generally accepted accounting principles in Canada differ in some respects from those applicable 
in the United States (See Note 15). 


Grant Thornton & 


Chartered Accountants 


(Also operating as Doane Raymond) 


Toronto, Canada 
January 24, 1998 
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Fiscal Year (Note 19) 1997 


Sales 


$ WY YAS $ 167,299 


Cost of sales Wel OS) 129,373 


Gross margin 


Selling and administration 


Operating earnings 
Other (income) expense 
Interest — long term 

Interest — other 
Other (Note 14) 


Earnings before income taxes 


Income taxes (Note 16) 


Net earnings per common share (Note 18) 3 | 
pal diluted net earnings per common share (Note 18) $ I 


Retained earnings, beginning of year 


Net earnings 


Dividends paid 


Retained earnings, end of year ‘ 87 
Dividends paid per common share 0.1€ | 


See accompanying notes to the financial statements. 
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December 28, December 29, 
1997 1996 

Assets 

Current 


Cash and short term investments 


Receivables (net of allowance of $158 and $217 respectively) 


Inventories (Note 3) 


Prepaids 
83,557 4 
Property and equipment (Note 4) 1 101,952 ; 


Intangibles and other (Note 5) 22 3,390 . 


€ 

Liabilities ; 
Current c 
Payables and accruals (Note 7) j 
Income taxes payable 4 
Current portion of long term debt (Note 8) ; 
Long term debt (Note 8) 3 
Deferred income taxes 
Accrued pension benefits (Note 11b) { 
3 

y 


Shareholders’ Equity 
Capital stock (Note 9) 
5,618,770 Class A Common shares issued 92,290 | } 


7,466,907 Class B Common shares issued 
Retained earnings 87,984 | 
2,853 152,688 
33,121 $ 188,899 
pee oe | 


Commitments (Note 13) 


See accompanying notes to the financial statements. 


Approved by Board 


- 


Richard W. LeVan M. Thomas Bright 


Director Director 
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Fiscal Year (Note 19) 1997 1996 1995 


Cash derived from (applied to) 
Operating 


Net earnings $ 28,361 $ INT /28} 
Depreciation and amortization 12,093 UE STAO) 
Deferred income taxes (recovered) Wey 7/ 1,480 
Loss on disposal of equipment P52 34 
Amortization of foreign exchange (gains) losses (58) 71 
Pension expense 1,789 39 


Deferred (loss) gain on liquidation of forward contracts 


Change in non-cash operating working capital (Note 10) 


Financing 


Issue of long term debt — 
(297993) (3,026) 

1,145 = 
(203) 
(1,609) G@yL75) 


535/59 = 


Reduction of long term debt 


Assets financed under capital lease 


Payments of obligations under capital lease 


Dividends paid 
Issue of common shares 


Issue (conversion) of convertible debenture 


Investing 


(28,366) (41,569) 
| 803 817 
| s (3,491) 
| 


— 
(27,563) (44,243) 


Purchase of equipment and real estate 


Proceeds on disposal of equipment 


Purchase of goodwill and licences 


Net increase in cash 


Cash and short term investments, (bank indebtedness) 


Beginning of year 


End of year 


See accompanying notes to the financial statements. 
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Nature of operations 


The major operations of Wescast Industries Inc. (the Company) are the manufacture and machining of 
exhaust manifolds for the automotive industry. It also manufactures steel pump equipment parts for the 


petrochemical, pollution control and food processing industries. 


Summary of Stanificant accoun Ving soe ieme- 


Accounting principles 
The financial statements are prepared in accordance with accounting principles generally accepted 


in Canada. 


Revenue recognition 
Revenue is recognized when products are shipped to customers. Tooling and prototype revenue is 


recognized when the customer has received, tested and accepted the tooling or prototype. 


Inventories 
Raw materials and supplies are valued at the lower of cost and replacement cost. Tooling and finished 
goods are valued at the lower of cost and net realizable value. Cost includes material, labour and 


manufacturing overhead. Cost is determined on the first-in, first-out basis. 


Capitalization of interest 

Interest is capitalized as part of the cost of capital additions where the assets are constructed over a 
period of time and for which the Company makes advance payments before the asset is ready for service. 
The amount of interest capitalized is based on the payments made and the Company’s borrowing rate. 
Capitalization ceases when the asset is available for service. Interest capitalized in the current year is nil. 
(1996 — $670; 1995 — $1.2 million). 


Depreciation 

Rates of depreciation are applied to write off the cost less estimated salvage value of property and. 
equipment over their estimated useful lives. Buildings and improvements are depreciated on a declining 
balance basis at 3% to 10% per year or on a straight line basis over 30 years. Machinery and equipment 
are depreciated on the diminishing balance basis at 10% to 50%, the straight line basis up to 15 years 


or on a unit of production basis calculated on the estimated volume over the life of the product. 


Fair Value of Financial Instruments 
The Company’s estimate of the fair value of cash and short term investments, receivables, payables and 


accruals and long term debt approximates the carrying value. 


Amortization of intangibles A 

Goodwill and licences are being amortized on the straight-line method over their estimated lives of 
15 years each. On an ongoing basis, the Company reviews the measurement of goodwill for possible 
impairment based primarily on the ability to recover the balance of goodwill from expected future 
operating cash flows on an undiscounted basis. As a result, the Company expensed the balance of 


goodwill at year end. 
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Translation of foreign currencies 

Current assets and current liabilities are translated at the year end rate of exchange. Revenue and 
expenses are translated at monthly average rates of exchange. Fixed assets and depreciation are translated 
at rates prevailing when the related assets are acquired. Translation gains and losses are included in 
earnings, except for unrealized gains and losses arising from translation of long term liabilities, which 


are deferred and amortized over the term of the contracted repayment arrangements. 


To minimize the effect of exchange rate fluctuations, the Company hedges future revenue by entering 
into contracts to sell U.S. dollars at times that match the receipt of revenue. Accordingly, the 
Company accounts for exchange gains and losses on these contracts at the time of occurrence of the 
hedged transaction. 


Use of estimates 

In preparing the Company’s financial statements, management is required to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent 
assets and liabilities at the date of the financial statements, and reported revenues and expenses during 


the reporting period. Actual results could differ from those estimates. 


Change in accounting policy 
During the year, the Company adopted CICA Handbook Section 3465 in accounting for income taxes. 
It has been applied on a retroactive basis. This change in accounting policy does not have any significant 


effect on the financial statements of the current or prior years. 


Inventories 


December 28, December 29, 
1997 1996 


Finished goods — castings 
— tooling 


Raw materials and supplies 


‘$ 15645 
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Property and equipment 


December 28, December 29, 
1996 

Cost 
Land $ 1,8 1,703 
Buildings and improvements 4 31,854 


Machinery, equipment and vehicles 3 | 116,575 


Accumulated depreciation 
Buildings and improvements 


Machinery, equipment and vehicles 


Net book value 
Land 
Buildings and improvements 


Machinery, equipment and vehicles 


At December 28, 1997 assets under capital lease amounted to $1,534 less accumulated 
depreciation of $423. 


Intangibles and other 


December 28, December 29, 


Goodwill 
Licence 
Deferred pension cost (Note 11a) 


Bank indebtedness 


The Company’s operating line of credit is $30 million Canadian or U.S. dollars. No Company assets are 
pledged as security on those loan facilities, however, with certain specific exceptions, the Company is not 


permitted to encumber its assets. 


December 28, December 29, 
1996 


Balance at end of period 


Weighted average interest rate 


Maximum amount outstanding during the period 
Average amount outstanding during the period 
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Payables and accruals 


December 28, December 29, 
1997 1996 


Accounts payable $ 15,408 


Accruals 3,125 
Accrued payroll and benefits 4,303 


$ 22,836 


Long term debt 


December 28, December 29, 
1997 1996 


a) Obligations under capital leases 


b) Convertible debenture 


Less Current portion of long term debt 


a) Obligations under Capital Leases 
The obligations under capital leases are payable in monthly installments with a variable interest rate, 


maturing in the year 2002, secured by the vehicles, and computer equipment. 


The principal payments for the next five years are as follows: 


Total 


Less current portion 


b) Convertible Debenture 

Convertible debenture, due October 2, 1997, convertible at the option of the Company after January 8, 
1997 on the basis of one Class A common share for each US$10 of Debenture outstanding if the 
Company’s Class A common shares trade at specified volume levels over a specified period of time at 
greater than US$12 per share; convertible at the option of the holder after October 2, 1997 on the basis 
of one Class A common share for each US$10 of Debenture outstanding. The debenture bears interest 

at Canadian Imperial Bank of Commerce Prime plus 0.5% per annum payable monthly in arrears. 


The debenture was converted on February 1, 1997. 
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Capital stock 


Authorized: 
Unlimited Preference shares, no par value 
Unlimited Class A subordinate, voting common shares, no par value 


9,000,000 Class B multiple voting common shares, no par value 


December 28, December 29, 


Issued: 
5,618,770 Class Acommon shares (1996 — 5,403,333) 
7,466,907 Class B common shares (1996 — 7,466,907) 


(i) On November 7, 1996, the Company completed the issue and sale of 2,128,754 special warrants for 
net proceeds of $53.8 million. Each special warrant was excerised for one Class A common share of the 


Company for no additional consideration. 


(ii) During 1996 a total of 871,246 Class B common shares were converted to 871,246 Class A 


common shares. 


(iii) On February 1, 1997, 177,837 Class A shares were issued on conversion of the debenture described 
in Note 8. 


(iv) During 1997, 22,000 Class A common share options were cancelled; 95,200 Class A common share 
options were issued, and 37,600 Class A common share options were exercised for cash proceeds of 
$578. As at December 28, 1997, there were 625,100 options outstanding: 


Statement. of changes in Tianhe al posi von 
additional information | 


The following is additional information to the statements of changes in financial position. 


(Increase) decrease in non-cash operating working capital 


Receivables $ | $ (18,408) $ 9,239 
Inventories 707 
Prepaids 42 
Payables and accruals 1,05 874 
Income taxes payable : (1,528) 


Due from affiliated companies 166 


Cash paid for interest 


Cash paid for income taxes 
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Retirement benefits 


(a) The Company has a defined benefit non-contributory pension plan for two of the senior executives 
of the Company, one of whom has already retired. Plan assets consist primarily of pooled income and 
equity funds. The Company’s funding policy is to contribute the amount required to provide for benefits 
attributed to service to date with projections of salaries and service to retirement and to amortize 


unfunded actuarial liabilities over 3 years. 


The most recent actuarial valuation was performed as at December 31, 1997. 


1996 1995 i 
Accrual for service cost $ 15 $ 12 
Interest cost 44 42 43 
Return on pension fund assets (67) (58) (49) 


Amortization of past service cost and 


experiences gain or loss 


Pension expense for the year 


| Weighted average discount rate of 

projected increase obligation 6.50% 7.25% 8.00% 
Expected return on pension fund assets 9.25% 9.25% 9.25% 
Projected benefit obligation $ (645) $ (569) $ (520) 
Plan assets at fair value 796 680 585 
Past service cost 193 238 283 
Unamortized experience loss (158) (118) 
$ Lom $ 230 


Deferred pension cost $ 169 


The Company has not been required to make payments to the plan in 1995, 1996 and 1997. 


(b) Effective January 1, 1996, the Company approved a supplementary unfunded pension plan for the 
Chairman and Chief Executive Officer whereby he would be entitled upon retirement to an annual retire- 
ment allowance guaranteed for a minimum term from commencement. The estimated present value of the 
accrued benefits as of December 28, 1997 was $4,608 of which $1,322 was expensed in 1997. 


(c) The Company has a group retirement savings plan covering its salaried employees including 
executives who have completed two years of service. The Company’s contribution to the plan in 1997 
was $848 (1996 — $611, 1995 —- $402). The Company’s obligation is to contribute an amount based on 
each participant’s contribution, not to exceed 5% of the participant’s salary or the annual contribution 
limit, whichever is less. Participants are entitled, upon termination, to the value of all contributions 


to the plan. 


(d) The Company has a union sponsored, multi-employer defined contribution pension plan covering 
unionized employees who have completed two years of service. The Company’s contribution to the plan in 
1997 was $1,097 (1996 — $634, 1995 — $367). The Company’s obligation is to contribute an amount 


based on each participant’s contribution, not to exceed 5% of the participants’ wages. 
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Related party transactions 


(a) The Company paid freight of $2,609 in 1997 (1996 - $2,223, 1995 — $1,881) to a related 


company, 25% of whose shares are owned by a company controlled by one of the Class B shareholders. 


(b) The Company paid legal fees and consulting fees to two directors aggregating $33 
(1996 — $49, 1995 — $57). 


Commitments 


(a) The Company receives virtually all of its revenue in U.S. dollars and some costs and expenses 
are paid in U.S. dollars. The Company manages short term exchange rate volatility by entering into 
12 — 24 month forward exchange contracts. These activities serve to minimize, but not eliminate, 


the risk from fluctuations in the exchange rate between the U.S. dollar and the Canadian dollar. 


The Company has entered into forward exchange contracts to fix the rate at which U.S. dollar revenues are 
to be received in 1998. At December 28, 1997, the Company had committed to sell US$52,000 at an 
average rate of 1.3439. The fair market value of those contracts at December 28, 1997 was US$48,682. 


(b) The Company has committed to spend approximately $5.2 million in capital improvements over the 


next three years to meet evolving environmental laws and regulations. 


(c) The Company has signed a licencing agreement with Hitchiner Manufacturing Co. Inc., to use the 
LSVAC process in developing a thin-wall cast stainless steel exhaust manifold. According to the terms of 
the agreement, the Company is required to pay commercialization fees of US$150 for the first machine 
licence and US$100 for each additional machine. In addition, royalties of 4% (minimum of $50) will be 


paid once commercial production begins. The Company expects to begin commercial production in 1998. 


(d) As a result of the Company’s expansion programs, the Company has further commitments for capital 
assets in 1998 of $20.6 million. 


Other (income) expense 


Foreign exchange translation gain anes al $ (244) 


Interest, commissions and miscellaneous (181) 
Loss on disposal of equipment At | 34 
Amortization of foreign exchange losses 70 


Plant relocation costs ; = 50 


$ 
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Recon? lialion Lo accounting: principles general ly 
accepted in the United States of America 


In certain respects, Canadian generally accepted accounting principles (“Canadian GAAP”) differ from 


United States generally accepted accounting principles (“U.S. GAAP”). 


(a) Statements of earnings 


$ 39,364 
Gain (loss) on foreign exchange (i) ; - 


SS ESI SY IWAW/2e 

(267) 542 
(35) (11) 
105 


Net earnings according to Canadian GAAP 


Depreciation effect of interest capitalization (ii) (31) 
11 


Decrease (increase) in income tax expense (iii) 


Net earnings according to U.S. GAAP $ 39,344 


FA 


1.69 
1.69 


Basic earnings per share 


$ 2.49 


Ff 


Fully diluted earnings per share (Note 18) 


(i) Under Canadian GAAP, long term debt payable in foreign currency is stated at the rate of exchange 
prevailing at the balance sheet date, with the resulting translation gain or loss being amortized over the 
remaining life of the debt. Under U.S. GAAP, the gain or loss arising from the translation of long term 


debt is immediately included in income. 


(ii) The depreciation effect of interest capitalization reflects the change in depreciation expense due to 


interest expense capitalization for U.S. GAAP purposes. 


(iii) Income tax effect of items in (i) and (ii). 


(b) Balance sheets 


4 


December 28, 1997 Canadian GAAP Adjustment U.S. GAAP 
Current assets $ 117,857 $ - SR TAR I357/ 
Property and equipment (i) 115,039 123 115,162 
Intangible and other assets 225 - 225 

$ 233,121 $ 123 $ 233,244 
Current liabilities $ 33,404 $ - $ 33,404 
Long term debt 3,945 - 3,945 
Deferred income taxes (ii) 2,919 43 2,962 
Shareholders’ equity (iii) 192,853 Sete 7, 192,933 | 

$ 233,121 $ 123 $ 233,244 
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December 29, 1996 Canadian GAAP Adjustment U.S. GAAP 


Current assets $ 83,557 83,557 
Property and equipment (i) 101,952 102,106 
Intangible and other assets 3,390 3,390 
$ 188,899 
Current liabilities $ _ 28,050 
Long term debt 4,771 
Deferred income taxes (ii) 3,390 
Shareholders’ equity (iii) 152,688 
$ 188,899 


(i) Property and equipment have been adjusted at each balance sheet date for the effect of capitalized 


interest which is discussed in Note 15 (a)(ii). 


(ii) This adjustment reflects the income tax effect of (i). As a result of the change in accounting for 
income taxes under Canadian GAAP as described in Note 2, there is no other significant difference in 


accounting for income taxes between Canadian and U.S. GAAP. 


(iii) The shareholders’ equity adjustment reflects the cumulative effect of the adjustments outlined in 
Note 15 (a). 


(c) Stock options 

The company has a stock option plan accounted for under APB Opinion 25 and related interpretations. 
The plan allows the Company to grant options to employees up to an aggregate of 1 million Class A 
common shares. The options, which have a term not exceeding ten years when issued vest immediately 
for directors and over five years for all others, at a rate of 1/3 for each year over three years commencing 
on the third anniversary. The exercise price of each option equals the market price of the Company’s 
stock on the date of grant. Accordingly, no compensation cost has been recognized for the plan. Had 
compensation costs for the plan been determined based on the fair value of the options as the grant 
dates consistent with the method of Statement of Financial Accounting Standards 123, Accounting for 
Stock-Based Compensation (SFAS 123), the Company’s net income and earnings per share would have 
been reduced to the pro forma amounts indicated below. The effects of applying SFAS 123 are not likely 
to be representative of the effects on reported net income for future years because options vest over 


several years and additional awards may be made each year. 


Net earnings As reported 44 | 18,171 
Pro forma 38,¢ 18,160 


Basic earnings per share As reported 3 | 1.69 


Pro forma $ 1.69 
Fully diluted earnings per share As reported : 94 1.69 
Pro forma | 1.69 
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The fair value of each option grant is estimated on the date of grant using the binominal options-pricing 
model with the following weighted-average assumptions used for grants in 1995, 1996 and 1997, 
respectively; expected dividend yield of 0.85%, 0.53% and 0.42%, expected volatility of 35% for 1995 
and 1996 and 43% for 1997; risk-free interest rates of 6.65%, 6.04%, and 6.02%; and expected lives 
of 5 years in all cases. 


A summary of the status of the Company’s stock option plan as of the fiscal year ends of 1995, 1996 and 


1997 and changes during each fiscal year is presented below. 


let OSes 1996 1995 


Weighted Avg. Weighted Avg. Weighted Avg. 
Shares (000) Exercise Price Shares (O00) Exercise Price Shares (000) Exercise Price 
Outstanding, beginning of year 
Granted : 95. Sess 
Exercised i (38) $15 
Forfeited (22) Sipe es 
Outstanding, end of year ‘ $ 590 ail 378 ils) 
Options exercisable at year end $ 136 23 70 Sols 
Weighted-average fair value of 
ye $ 5 


options granted during the year 


The following information applies to options outstanding at December 28, 1997: 


Options Outstanding Options Exercisable 


Range of Weighted Avg. Number Weighted 
Exercise Number Remaining Weighted Avg. Exercisable Exercise 
Prices Outstanding Contractual Life Exercise Price at 12/28/97 Price 
$1 to $12 8,000 7.3 years $11 
$13 to $24 325,900 7.0 years $15 
$25 to $36 232,000 9.0 years $34 
$37 to $48 59,200 10.0 years $39 


$1 to $48 O25 OOM: $24 


an 


(d) Financial Accounting Standards Board Pronouncements 


The Company has adopted the requirements of SFAS 128 Reporting Earnings per Share in 1997. 
The earnings per share amounts for 1995 and 1996 have been restated to reflect the current standard. 
Financial Accounting Standards Board Pronouncement SFAS 130 Reporting Comprehensive Income 


has no effect on the Company. 


(e) Statement of changes in financial position 

The Company's statement of changes in financial position (which is referred to under U.S. GAAP as the 
Statement of Cash Flows) reconciles to changes in cash net of bank indebtedness. Under U.S. GAAP, 

the statement of changes in financial position would be reconciled to cash and short term investments 
acquired with maturities of less than 90 days. Cash and short term investments include $21 million of 
government notes with a maturity of less than one year that would otherwise be classified as investments 
available for sale. The market value of these investments approximate cost. The Company does not believe 


that this difference or other differences in presentation are of material significance so as to require 


7 further disclosure. 
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Income taxes 


(a) The following table reconciles the statutory federal and provincial income taxes to the effective income 


tax on earnings before taxes. 


Combined basic federal and provincial 
income tax ey Sam 6 $= |«(19,715 $ 


Manufacturing and processing deduction (5 /) (3,978) 


Tax effect of non—deductible expenses 


Reassessment of prior years 


Effective income tax $23 el 15,843 


The effective income tax includes: 
Current income taxes Sar. Aes 14,016 


Deferred income taxes sey 


| $ 15,843 $ 95932 


All of the Company’s income is taxed in Canada. 


(b) The composition of the deferred income taxes balance is as follows: 


December 28, December 29, 
1997 1996 


aE ial 
Deferred income tax liability | 
Tax depreciation in excess of accounting depreciation $ 6,167 $ 5,800 


Deferred income tax asset 


Deductible offering expenses 1 | 1,759 


Accrued pension costs 545 


106 
48 2,410 
9 | $ 3,390 


Other non—deductible accruals 


Segment information 


(a) Sales to major industries and customers 
Substantially all the Company’s operations are derived from the production, manufacturing and sale of 
exhaust manifolds for the automotive industry. The Company’s automotive customers are either the 


Big Three car manufacturers or a Tier 1 supplier to these manufacturers. 


Automotive 
Pump equipment : 


LOS7 


PLA SOS oy $ 165,987 99 
HA0S TS DUS eet 


Sy TS SATA $ 167,299 


$ 22790 4 
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Although the Company is directly affected by the economic well being of its customers, management 
does not believe significant credit risk exists. The Company does not require collateral. Historically, 
. the Company has not experienced significant losses related to receivables from individual customers or 


groups of customers in the automotive industry. 


(b) Export sales 
The Company’s operations are conducted in Canada. However, most of its customers are located in the 
United States. 


United States Canada 

(Foreign) (Domestic) 

1997 Revenues $ 228,058 $ 1,420 $ 229,478 
1996 Revenues $ 196,347 $ 137.0) GS USA Y 
1995 Revenues $ 165,957 $ 1,342 $ 167,299 


Total 


Earnings per share 


Basic earnings per share are based on the weighted average common shares outstanding. Weighted 
average common shares used in the computation of earnings per share were 10,741,486; 10,794,120 
and 13,043,005 in 1995, 1996 and 1997, respectively. The shares used in the computation of fully 
diluted earnings per share were 11,155,703; 11,358,682 and 13,644,986 in 1995, 1996 and 
1997, respectively. 


Under U.S. GAAP, the weighted average common shares outstanding for basic earnings per share are the 
same as under Canadian GAAP. The shares used in the computation of fully diluted earnings per share 
were 10,741,486; 11,302,043 and 13,378,451 for 1995, 1996 and 1997, respectively. 


Fiscal years 


The 1997, 1996 and 1995 fiscal years were for the 52 weeks ended December 28, 1997, December 29, 
1996 and December 31, 1995, respectively. 
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For the fiscal year 1997 1996 
197,717 
fe 


Gross margin 


1S7e/O3 


59,964 


Gross margin percentage 30% 
Interest expense ay: 1,438 
Other (income) expense (630) 
Earnings before income taxes = 44,204 
Income taxes : 15,843 
Tax rate 36% 
Percentage of sales 14% 
Return on average equity 25% 
Weighted average common shares outstanding 10,794 
Capital expenditures 28,366 


ie 


WESCAST INDUSTRIES 


1995 
167,299 
129373 

375926 
23% 
9,756 
28,170 
786 
(271) 
27,655 
17% 
9932 
36% 
LeL23 
11% 
28% 
$1.65 
10-6 
10,741 
45,060 
8,154 
1,488 


180 


1994 
131,848 
101,227 

30,621 
23% 
8,260 
22,361 
1,656 
Hos 
20,152 
15% 
7,893 
39% 
2259 
9% 
38% 
$1.40 

12-8 

8,779 
26,342 
7,582 
695 


N/A 


1993 
93,708 
76,044 
17,664 

19% 
5,544 
12,120 
1,790 
(2) 
10,332 
11% 
4,200 
41% 
6,132 
Th 
85% 
$0.73 
N/A 
8,408 
5,086 
6,113 
614 


N/A 


1992 
70,655 
60,171 
10,484 

15% 
5,851 
4,633 
1,946 

(1,278) 
3,965 
6% 
1,401 

35% 
2,564 

4% 

75% 
$0.30 

N/A 
8,408 
2,1 3a 
5,021 

680 


N/A 


- 


a Or 
a 


Book value per share $ 
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$ 35,863 $ 1,290 $ 0) $ 0) $ 0 


1996 1995 1994 1993 1992 


83,557, 35,744 44,147 17,598 12,536 


28,050 19,426 26,581 12,755 11,405 


55,507 16,318 17,566 4,843 Ua Sal 


TOUS s2 86,402 53,195 31,246 30,922 


188,899 125,807 97,886 50,785 44,828 


4,771 $2,165 15,589 19,136 18,826 


152,688 70,995 54,447 9,756 4,624 


12,870 10,741 10,741 10,741 10,741 


$ 11.86 $ 6.61 $e 5:07; 50s $ 0.43 


The Directors 


M. Thomas Bright ! 
Elected Director 1984 
Owner and President of 
Southwestern Gage, Dallas 


J. Dwane Baumgardner 
Appointed Director 1998 


Chairman & Chief Executive Officer, 


Donnelly Corporation 


George S. Dickson ! 

Elected Director 1958 

Retired Corporate Vice-President 
of General Steel Wares 


Edward G. Frackowiak ~ * 4 


Elected Director 1992 
Vice-President & General Counsel 
Canada of First American Title 
Insurance Company 


William H. Greenwood *: >: * 


Elected Director 1992 
Owner of Greenwood 
Consulting Services 


Peter J. Kenny 2 > * 

Elected Director 1985 

Chairman of the Board of 
Atlantis Submarines International 
Holding Inc. and of Cambridge 
Stamping Inc. 


D. Jane LeVan 
Elected Director 1986 


Richard W. LeVan *° 

Elected Director 1958 
Chairman and Chief Executive 
Officer of the Corporation 


William R. LeVan 

Elected Director 1991 

Vice President, Manufacturing 
of the Corporation 


Lawrence G. Tapp | * 
Elected Director 1997 
Dean, Richard Ivey 
School of Business 


1 Audit Committee Member 

2 Executive Committee Member 

3 Human Resources Committee Member 

4 Corporate Governance Committee Member 

5 Ex-officio Member of the Audit Committee, 
Human Resources Committee, and Corporate 


Governance Committee. 
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Senior Management Team 


Richard W. LeVan (63) 
Chairman & Chief 
Executive Officer 


Nancy A. MacDonald Exel (43) 
Vice President 
Finance 


William R. LeVan (37) 
Vice President 
Manufacturing 


Larry D. Cerson (49) 
Vice President 
Wingham Foundry Operations 


Edwin R. Haines (36) 
President 

Magalloy Division 
Vice President 
Product Design 


Paul A. Lawrence (36) 
Vice President 
Sales 


Wayne D. Phibbs (58) 
Vice President 
Human Resources 


Adrian G. de Bruyn (48) 
Vice President 
Facility Engineering 


Timothy J. Armstrong (36) 
Vice President 
Quality and Information Systems 


Darell W. Dutton (45) 
Vice President 
Organizational Effectiveness 


D. James Slattery (38) 
Vice President 
Corporate Development 


Share Information 


Annual Meeting 
Ramada Inn 

644 Colborne Street 
Brantford, Ontario 
April 27, 1998 
10:30 am 


Wescast Capital Stock 

The Capital stock of the Company consists 
of Class A subordinate, voting common 
shares which are publicly traded, and 
Class B multiple voting common shares, 
which are not publicly traded. 


Listing of Stock 

The Class A subordinate, voting common 
shares are traded on The Nasdaq Stock 
Market, Inc. under the trading symbol, 
WCSTF and the Toronto Stock Exchange 
under the trading symbol, WCS.A. 


Dividends 

The Company’s current intention is to pay 
quarterly dividends of $0.08 per share on 
outstanding common shares. However, the 
declaration and payment of dividends will 
be at the sole discretion of the Board 

of Directors. 


Register and Transfer Agent 


Montreal Trust Company of Canada, Toronto. 


Co-transfer Agent 
The Bank of Nova Scotia Trust Company of 
New York, New York. 


Investor Relations Contact 
Virginia LeVan 
(519) 759-0452 


Fac teat aes 


Wingham Casting 

P.O.’ Box 460 

200 Water Street 

Wingham, Ontario NOG 2WO 
Phone: 519-357-3450 

Fax: 519-357-2486 


Brantford Casting 

P.O. Box 1930 

799 Powerline Road West 
Brantford, Ontario N3T 5W5 
Phone: 519-759-0452 
Fax: 519-759-8535 


Wingham Machining 

P.O. Box 40 

100 Water Street 

Wingham, Ontario NOG 2WO 
Phone: 519-357-4447 

Fax: 519-357-4127 


Strathroy Machining 

28648 Centre Road 

R.R. #5 

Strathroy, Ontario N7G 3H6 
Phone: 519-245-6402 
Fax: 519-245-4539 


Magalloy Division 

130 Wright Boulevard 
Stratford, Ontario N4Z 1H3 
Phone: 519-273-2330 
Fax: 519-273-4088 
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